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SUBJECT: EC MONETARY COMMITTEE DISCUSSES MEMBER-STATE BUDGETS AND 
PUTS OFF COORDINATION FOR NORTH-SOUTH DIALOGUE 
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1. BEGIN SUMMARY: THE EC MONETARY COMMITTEE DISCUSSED PROBLEMS OF 
FINANCING MEMBER-STATE BUDGET DEFICITS, PARTICULARLY POSSIBLE LIMITS 
ON 

NEXT YEAR'S ITALIAN DEFICIT AND GERMAN FINANCING IN THE EUROCURRENCY 
MARKET. THE COMMITTEE DEFFERRED A DECISION TO SET UP A WORKING GROUP 
TO 

COORDINATE FINANCIAL ISSUES THAT MAY COME UP IN THE NORTH-SOUTH 
DIALOGUE. THE COMMITTEE S REACTION TO A PROPOSED IMF GOLD SUBSTITUTION 

ACCOUNT HAS BEEN REPORTED BY SEPTEL. END SUMMARY. 

2. THE EC MONETARY COMMITTEE SPENT MOST OF ITS OCTOBER 30 MEETING 
DISCUSSING PROJECTED MEMBER-STATE BUDGET DEFICITS FOR NEXT YEAR AND 
THE 
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FINANCING OF THESE DEFICITS. ITALY"S GROWING BUDGET DEFICIT WAS A 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


MAIN 

CONCERN. THE GOI'S TREASURY DEFICIT IS NOW ESTIMATED TO EXCEED BY 
ABOUT 40 PERCENT THE CEILING OF THE EC MEDIUM CREDIT TO ITALY. 

THE DEFICIT IS LIKELY TO REACH 1 1-11.5 TRILLION LIRA VS. 

AN 8 TRILLION CEILING. THE COMMITTEE, HOWEVER, IS WILLING TO 
TAKE INTO ACCOUNT THE DETERIORATION OF ITALY'S ECONOMIC 
CONDITIONS SINCE THE TIME THESE CONDITIONS WERE ESTABLISHED. 

THE COMMITTEE TENTATIVELY IS CONSIDERING SUGGESTING A LIMIT 
ON TOTAL LENDING FOR NEXT YEAR OF 27 TRILLION LIRA COMPARED 
TO 24.7 THIS YEAR. THE CEILING ON THE TREASURY DEFICIT MIGHT 
BE SET AT 14 TRILLION LIRA; THIS WOULD INCLUDE CURRENT 
ACCOUNT AND TRANSFER ACTIVITIES, BUT NOT INVESTMENT EXPENDI- 
TURES. THE COMMITTEE WOULD LIKE TO INCLUDE A NEW LIMIT ON 
BUDGET FINANCING FROM THE CENTRAL BANK, BUT THE GOI HAS NOT 
YET AGREED TO THIS. COMMISSION OFFICIALS SAY THAT IN ORDER 
TO GAIN GOI ACCEPTANCE THIS LIMIT MIGHT HAVE TO BE AS HIGH 
AS 70 PERCENT OF THE TREASURY DEFICIT. THIS CEILING WOULD BE 
TIGHTENED SHOULD THE GOI 1 BALANCE OF PAYMENTS POSITION 
DETERIORATE. 

3. COMMITTEE MEMBERS QUESTIONED FRG BORROWINGS IN THE 
EUROMARKET TO HELP FINANCE ITS BUDGET DEFICIT. THEY THOUGHT 
THE FRG SHOULD BORROW DOMESTICALLY. FRG REPRESENTATIVES 
REPORTEDLY REPLIED THAT SUCH BORROWINGS WERE MADE ONLY UNDER 
EXCEPTIONAL CONDITIONS AND IN SMALL AMOUNTS. THESE BORROWINGS 
WERE DESIGNED TO AVOID PUSHING UP GERMAN DOMESTIC INTEREST 
RATES AND THEREBY POSSIBLY TRIGGERING CAPITAL INFLOWS. FRG 
REPRESENTATIVES ASKED THE COMMITTEE TO KEEP THEM INFORMED 
SHOULD ITS LIMITED EUROMARKET OPERATIONS CREATE PROBLEMS. 

4. DUTCH REPRESENTATIVE EXPLAINED THAT FRG EFFORTS TO 

HOLD DOWN DOMESTIC INTEREST RATES ALSO PLACED RESTRAINTS ON 
THE NETHERLANDS' DOMESTIC BORROWING OPERATIONS. THE DUTCH 
HOPE TO USE INCREASED NATURAL GAS EXPORTS AS A MEANS OF 
EXPANDING THEIR EARNINGS. THE BRITISH REPRESENTATIVE OUT- 
LINED LARGE PROJECTED BUDGET DEFICITS OF ABOUT 1 1 AND 13 
BILLION POUNDS IN 1975 AND 1976, WHICH WOULD IN PART BE 
FINANCED BY THE CENTRAL BANK. COMMITTEE MEMBERS QUESTIONED 
WHETHER SUCH FINANCING DID NOT CREATE RESOURCE ALLOCATION 
PROBLEMS FOR THE UK. 
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5. THE COMMITTEE HAD LITTLE REMAINING TIME TO CONSIDER 
SETTING UP A WORKING GROUP TO PREPARE FOR FINANCIAL ITEMS IN 
THE CONFERENCE ON INTERNATIONAL ECONOMIC COOPERATION. THE 
COMMITTEE DECIDED NOT TO ESTABLISH 

A WORKING GROUP AT THIS TIME. ITS MEMBERS AGREED, HOWEVER, 
THAT THEY SHOULD PARTICIPATE IN ANY FINANCIAL AND MONETARY 
DISCUSSIONS IN THE CIEC. GREENWALD 
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